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INDEPENDENT AUDITORS® REPORT
Seatember 3, 2002

Honorable Mayor and Members cf the City Council
City of Muskegon Heights. Mich'gan

We nave audited the accompanying financ:al statements of the governmertai activities, the business-type
activities, the discretely presented compenent unit, each major fund. and he aggregate remairirg ‘.nd
infarmation of the City of Muskegon Heights, Michigan, as of and ‘- the year ended December 3% 2008
which collectively comprise the City's basic financial statemer's as hsted in the table of contents. These
financial statements are the responsibility of the management of the C:ty of Muskegon Heights. Michigan.
Our responsibility is to express opinians on these financiai stateTeris basea on our audtt,

Wa canducted our audit in accordance with auditing standards generally accepted in the United Sta‘es of
America and the standards appicab'e to financial audits contained 'n Government Auditing Standards
issued by the Comptrolier Genera' cf the United States. Those stardards require that we pian ang
nerform the audit to obtain reasonab'e assurance abou! woether tre finarcial statements are free of
matera misstatement. An audit includes examining, on a test bas.s. evidence supporting the amoLnis
and disclosures in the financial staterents. An audt also ncludes assessing the accounting principles
used and significant estimates mace by managemeni as weli as evaiuating the overall financial
statement presentation. We believe that our audit provides a reasonable tasis for our opinions.

In our opinion. the finarciai stztements referred to above present fairly. in all material respects. the
respecive financiai positicn of the governmental activities. the business-type activities, the discretely
presented component unit, each major fund. and the aggregate remairirg fund information for the City of
Muskegon Heights, Michigan as of December 31, 2008, and the respective changes in financial pos.tion
and. where applicable. cash flows. thereof for the year then ended in conformity with accountrg
principles generally accepted in the United States of America.

In accordance with Government Audifing Standards, we have also issued a report dated September 3,
2009. on our consideration of Agency's internal control over financial reporting and our tests of Iis
compliance with certain provisions of laws. regulations, contracts andg grant agreements and other
matters. The purpose of thal report is to describe the scope of cur testing of ifternal control over financgial
reporting and compiiance and tne results of that testng, anc nct tc proviae an opinion on the internal
corrol over financial reperting ¢r ¢ cepiignce. That report is an integral part of an audit performed in
accerdance with Government Auditing Standards, and shoulc be censdered in assessing the results of
our audit.

The Management's Discussion anc Analysis on pages 3-8 and the required supplementary information on
pages 43 and 44 are not a required part of the basic financial statements but is supplementary
‘nformation required by generaliy accepted accounting principals in tne United States of America. We
have applied certain imited procedures. which consisted principally of inquiries of management regarding
the methods of measurement and presentation of the required supplementary information. However. we
¢id not audit the information and express no opinion on it. '
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Our audit was conducted for the nurpose of forming opinions on the fnanc.al statements that collectively
comprise the City of Muskegor Heights' basic financial statements Trhe compining and individual fund
fnancial statements and scheaules are presented for purposes of accitional analysis and are not a
required part of the basic financial statements. The accompanying schedule of expenditures of federa’
awards is presented for purposes cf additional analysis as recuired by the United States Office of
Management and Budget Circalar A-133, Audits of States Locai Governments and Non Profit
Orgamizations, and is also not a required part of the basic financia’ staterrents of the City of Muskegon
Heights. The combining and individuai fund financial statemenrts ard scredules and the schedule of
expenditures of federal awards have been sub.ected to the auditing procedures applied in the audit of the
basic ‘inancial statements and. =0 cur opiron. are fairly stated n al matenal respects, in relation to the

bas.c financial statements taken as a wnole.



MANAGEMENT’S DISCUSSION AND ANALYSIS



Management's Discussion and Analysis

&g management of the City of Muskegon Heights {the City]. we offer readers of the City's financal
statements this narrative overview and analysis of the financal activities of the City for the fiscal year
ended December 31, 2008 We encourage readers to consider the information presented here in
conjunction with additional information that we have furnished in our ietter of transmittal.

Financial Highlights

The financial statements. which foillow this Management's D.scussion and Analysis, provide this
significant key financial highlight for the 2008 fiscal year as follows

*+ The City raised water rates in April 2008

+ The City has been awarded federal and state grants for reconstruction of Mona Lake Park ang
blight elimination

* Additional grants were received for street reconstruction and replacement of street signs

QOverview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City's basic financial
statements. The City's basic firarcial statements comprise three components: 1) Government-wide
francial statements. 2) fund financial statements, and 3} notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements themselves

Government-wide financial statements The Government-wide financial statements are designed to
provide readers with a broad overview of the City’s finances in @ manner similar to a private-sector
business.

The statement of net assets presents information on all of the City's assets and liabilities. with the
difference between the two reported as net assets. Over time. increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the Ctty is improving or deteriorating

The statement of activities presents information showing how the City s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise
¢ the change occurs, regardless of the timing of related cash flows. Thus. revenues and eXPenses are
reported in this statement for some items that will only result in cash flows in future fiscal pefiods {e.g..
uncollected revenues and earned but unused compensated absences).

Both of the government-wide financial statements distinguish functiors of the City that are principally
supported by taxes and intergovernmental revenues (governmentai activities) from other functions that
are intended to recover all or a signif.cant portion of their costs through user fees and charges (busness-
ype activities). The governmental activities of the City include gereral government, public safety public
works and streets, community development. and culture and recreation The business-type activities of
the City include sewer, water. and water supply operations.

The government-wide financial statements include not only the City itself (known as the primary
government), but also a legally separate Downtown Development Autherity (DDA) and the Brownfigld
Redeveiopment Authority for which the City is financially accountable. The Brownfield Redevelopment
Authority was formed in prior years and no financial activity or balances are reported for 2008. Information
for these component units is reported separately from the financial information presented for the primary
government itself.



Fund financial statements A fund is a grouping of reiated accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City, like other state and
lccal governments, uses funa accounting to ensure and demonstrate compliance with finance-related
legal requirements. All of the funds of the City can be divided into three categories: governmental funas.
proprietary funds, and fiduciary funds.

Governmental funds Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financiat statements. However, unlike the
geovernment-wide financial statements. governmental fund financial statements focus on near-term inflows
and outflows of spendable resources as well as on balances of spendable resources available at the end
of the fiscal year. Such informaticn may be useful in evaluating a City's near-term financing requirements

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
s0 readers may better understand the long-term impact of the City's near-term financing decisions. Both
the governmental fund balance sheet and the governmental fund statement of revenues, expenditures.
and changes in fund balances provide a reconciliation to facilitate this comparison between governmenta:
funds and governmental activities.

Information is presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues. expenditures. and changes in fund balances for the general fund which is
considered a major fund. Data is combined into a single aggregated presentation for the other
governmental funds. Individual fund data for each of the non-major governmental funds is provided in the
form of combining statements and schedules.

The City adopts an annual appropriated budget for its General Fund and all special revenue funds as
required by state law. A budgetary comparison statement has been provided for the major funds to
cemonstrate legal compliance

Proprietary funds The City maintains one type of proprietary fund (Enterprise funds). Enterprise funds
are used to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for its sewer, water, and water supply
operations. The City does not use internal service funds.

Proprietary funds provide the same type of information as the government-wide financial statements, only
in more detail. The proprietary fund financial statements provide separate information for the sewer
water. and water suppty operations. all of which are considered to be major funds of the City,

Fiduciary funds Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds are not reflected in the government-wide financial statement because
the resources of those funds are not available to support the City s own programs. The accounting used
for fiduciary funds is much like that used for proprietary funds.

Notes to the financial statements The notes provide additional information that is essential to a ful
understanding of the data provided in the government-wide and fund financial statements.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents certain supplementary information. This is limited to this discussion and analysis and
comining statements and schedules,



Government-wide Financial Analysis
Statement of Net Assets As noted earher, net assets may serve over time as a useful indicator of a

City's financial position. In the case of the City, assets exceeded liabilites by 512,615,975 at the ciose of
the most recent fiscal year. The following chartillustrates the composition of net assets.

City of Muskegon Heights Net Assets

Governmental Activities Business-type Activities Total
2008 2007 2008 2007 2008 2007

Assets

Current and other assets 52636517 33,112,581 35550668 $5.806.452 $8,187.185 $§6.016.013

Capital assets 7 779.581 8,763,852 20463038 20.865.269 28,242 600 29.625 21
Total assets 10,419.078 11876413 26.013.707 26.771.721 36,432,785 38648 34
Liabilities

Current liabilities 2.414.182 2,872,821 725818 969.155 3.138.801 3641576

Long-term liabilities 3541635 2884203 17135374 17004172  20677.009 19.888.375
Total liabilities 5955817 5557024 17860993 17873327 23816810 23.530.35°
Net assets

irvested in capital assets,

net of related debt 5.978.745 7,185,348 5100414 5018511 11,079,159 12 203 860

Restricted 484,078 803,180 2103113 2.099.445 2,587,192 2302825

Unrestricted {1.999.563) (1.669.140) 939.187  1680.438 {(1.060.378) 11238
Total net assets $4463.261  $6.319.389  $8152.714 S$B.788.394 $12615975 3515117.783

By far the largest portion of the City's net assets in the amount of 87% reflects its investment in capital
assets (e.g., land, buildings. machinery and equipment and infrastructure). less any related debt used to
acquire those assets that is still outstanding. The City uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Aithough the City's investment
in its capital assets is reported net of related debt, it should be noted that the resources needed to repay
this debt must be provided from other sources, since the capital assets themselves cannot be used to
liqguidate these liabiiities.

An additionat portion of the City's net assets in the amount of 20% represents resources that are subject
to external restrictions on how they may be used. The remaining balance of unrestricted net assets in the
amount of $(1,080,378), or {7)%. may be used to meet the City's ongoing obligations to citizens and
creditors.

At the end of the current fiscal vear. the City is able to report positive balances in all three categories of
net assets for business-type activities. Governmental-type activities and the city as a whole reported
negative unrestricted net assets at year end.

Statement of Activities The City's total revenue for the fiscal year ended December 31. 2008, was
513.674.666. The total cost of all programs and services was $°8.176.474 of which $S2.082.208
represents depreciation expense. This results in a net asset decrease at the end of the fiscal year of
52.501.808. The following table presents a summary of the changes in net assets for the year ended
December 31. Certain revenues. expense, and transfers have been classified differently in 2008 than in
2007



City of Muskegon Heights Changes in Net Assets

Governmental Activities Busimess-type Activites Totai
2008 2007 2008 2307 2008 2007
Revenues
Frogram revenues
Charges far services $1.311.335 $1.319.648 $5.335 785 34 342912 $6.647,100 ShH.EG2.558
Operating grants and contributions 1712255 1,464,738 - 1,712,255 1.454.735
Capita: grants and contributions - - - - -
Generai revenuss
Pragerty taxes 2480573 2329922 - - 2,460,573 2326922
Inceme taxes 891,216 1.068.604 - 991,216 1.025.604
State shared revenues 1 756,353 1.736.585 - 1,786,353 1 738,585
Investment earnings 10.748 18.007 55420 118,750 107,168 138757
Orher - - - - .
Total revenues 2242 431 7.928.502 5,432 “ 85 4.451 682 13,674.668 12 380184
Expenses
General government © Bd4E 318 1,518 230 - - 1,546,218 © BB 232
Fubiz safety 4 3622458 4,005,702 - - 4362245 & 05722
Pubic werks and streets 30588472 2.910,539 - - 3,006,472 2805838
Culture and recreation 325624 299,427 - - 325624 280427
Cammuty Development 57428 535218 - - §870.428 g35 218
nteest 01 long-term deht “42.521 93,383 - - 142 521 o8 382
Sewer - - 1104 672 878.048 1,104,672 878048
Vate- - - 1442 967 1028175 1,442 960 1 C28.17%
\Water Supply - 3,285,233 2738780 3,285.233 2VITES
Total expenses 10.343.609 9.467.499 5.832.865 4.541.001 16,176,474 14 128,508
Increase {decrease) before transfers (2104128 (1,538,997 {400,680 [175.3398 {2.501,808) i1.715.336;
Transfers in {out} 245 000 269483 (245,000, 126%.483) -
Increase {decrease} in net assets :1.358 128! (1,269,514 (845 BT (445 822) (2,501,808 i1 7% 336
Net assets — beginning £.312.389_ 7.588.,903 §.758.354 5.247.216 15.117.783 “B5.835 118
Net assets - ending 54483261  S$8.318,389  $8.152.714 357981384 312615975  S15 117783

Governmental Activities The preceding table shows that the governmental activities decreased the
City's net assets by $1.856.128 during this fiscal year, accounting for approximately 74% of the total
decrease in net assets. This decrease is primarily the result of depreciation on capital asses.

Business-type Activities Business-type activities decreased the City's net assets by $645680. or
approximately 26% of the total decline in the City's net assets.
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Financial Analysis of the Government’s Funds

As noted earlier, the City uses ‘und accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmenta! funds The focus of the City's governmental funds is tc provide information on near-term
inflows. outflows, and balances of spendable resources. Such information is useful in assessing the City's
financing requirements. In particular. unreserved fund balance may serve as a useful measure of a City's
net resources available for spenang at the end of the fiscal year.

As of the end of the current fiscal year the City's governmentai funds reported combined ending fund
valances of $(47,881) a decrease of $738.663 in compariscn with the prior year.

The genera! fund is the chief operating fund of the City. At the end of the current fiscal year. the entire
fund balance of the general fund of 5(461.725) was unreserved and undesignated. As a measure of the
general fund's liquidity, it may be useful to compare unreserved fund balance to total fund expenditures.
Unreserved fund balance represents a negative balance in the general fund at year end.

The fund balance of the general fund decreased by 3471117, during the current fiscal year. The change
nfund balance is highly dependent on the level of transfers made to and received from other funds,

Proprietary funds The City's proprietary funds provide the same type of information found :n the
government-wide financial statements. but in more detail.

The City of Muskegon Heights' enterprise operations consist of three separate and distinct activities The
sewer water and water supply funds provide service to most residents and businasses of the City. The

sewer and water supply funds experienced declines in net assets of $474.326 and $226 051 respectvely
while the water fund increased ne: assets by $54,697.

General Fund Budgetary Highlights

Differences between the generat fund original and final amended budgets were primarily the resuit of the
ircreased public safety costs and increasing costs of health insurance premiums

Capital Asset and Debt Administration

Capital Assets The City's investment in capital assets for its governmental and business-type activities
as of December 31, 2008, amounted to 528,242,600 (net of accumulated depreciation). Of this amount.
$7.779.561 was for its governmental type activities and $20.463.039 was for its business-type activities.
This investment in capital assets includes land, buildings and equipment vehicles and infrastructure.

Major capital asset events during the current fiscal year inciuded primarily improvements made at the
water plant accounted for in the water supply fund.

Additional information on the City's capital assets can be found in Note 7 of this report.

Long-term debt At the end of the current fiscal year, the City had total long-term debt outstanding of
$20.677.009. Of this amount. $3.541.635 was for governmental activities while 317,135,374 was for
business type activities.

The City's total long-term debt decreased by $319,590 during the current fiscal year,

Additional information on the City's long-term debt can be found on Note 10 of this report.



Economic Factors and Next Year's Budgets and Rates

The following economic factors were cansidered in preparing the City' s budget for the 2008 fiscat year
« The City expects lower income tax and property tax reverues cue to loss of businesses within the
city.
» The City's unemployment rate is higher than the state s average unemployment rate due in part
to the struggling manufacturing base in the State of Michigan.

Requests for Information

This financial report is designed to provide a general overview of the City's finances for all those with an
interest in the City's finances. Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to Finance Director, City of Muskegon
Heights, 2724 Peck Street. Muskegon Heights. Mi 49444
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CITY OF MUSKEGON HEIGHTS

STATEMENT OF NET ASSETS

DECEMBER 31, 2008

Component Unit

Primary Government Downtown
Governmental Business-Type Development
Activities Activities Total Authority
Assets
Cash and pooled investments 801,080 5 3524947 S 4426027 S 310,480
Receivables
Accounts 209,173 580 788 799,961 -
Property taxes 566,012 566,012 120.910
Income taxes 231,844 231,844 -
Special assessment raceivable 168,601 168.601 -
Dug from other governments 1,018,569 - 1,019,569 104688
Inventory 85,073 94,161 179,234 -
Prepaid items 588 - 588
Due to agency funds/internal balances {570.014) 12858 803) (866,617)
Capital assets
Land 254,408 40.012 294 420 294 535
Depreciable capital assets, net 7,525,153 20423027 27.948,180 539 530
Bond issuance costs 27,591 1837375 1,664,966 -
Total assets 10.418.078 25.013.707 36,432,785 1.370.253
Liabilities
Accounts payable 849,483 551414 1.400,807 5.084
Accrued liabilities 208,882 174,205 383,087 8.550
Due to other governments 108,721 108,721 258 282
Unearned revenue 1,247,088 1.247.086 177 585
Naorcurrent liabilities
Other post employment benefits 387,106 105 543 503,669
Due within one year 481,377 513.264 994,641 28.522
Due in more than one year 2,683,152 16.515.547 19,178,699 388.716
Total liabilities 5,955,817 17.860.663 23,818,810 744755
Net assets
Invested In capital assets, net of related debt 5,878,745 5110474 11,089,159 316 827
Restricted for
Capital improvements 21,577 21,577 -
Debt service 4,348 2103.113 2107 461
Ma;or streets 199,853 199,953
Local streets (145,798) {145,798}
Cemetery perpetual care 383,013 383,013 -
Brownfield project 20,988 - 20,986 -
Unrestricted (deficit) £1,998,563) 938187 (1.080,376) 308627
Total net assets 4463261 § 28152714 § 12615975 § 825.454

The accompanying notes are an integrai part of these financial statements.
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CITY OF MUSKEGON HEIGHTS

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2008

Functions!/Programs
Primary government
Gaovermmental activities

General government
Pabic safety
Putic works and streets
Cu'ture and recreation
Commrunity development
irterest 00 long-term debt

Tota: governmental activities

BLainess-type activities
Sewer
Vater
Warer supply

Tctz business-type activities

Total primary government

Component units
Downtown Development Authority

Total component units

Program Revenues

Operating Capital

Charges Grants and Grants and Net (Expense)

Expenses for Services Contributicns  Caontributions Revenue
3 1546318 % 818,585 3 - % - 5 T2TVE3)
4 382 246 293,533 130,781 - CRORTOED
3.096.472 74953 TaG 209 - 1222710
325,624 86.293 - - 238 33
870,428 37.981 731885 - V50782
142 521 - - - i142 521,
10.343.609 1.311.335 172 255 - (7227013
1104 572 698 550 - - AGH 122,
1.442 960 1.575.990 - - 133030
3.285.233 3,081,225 - - i224 008;
5.832.865 5,335,765 - - S8 10D
S B176474 % 6847 100 8 712255 % - & i7eT el
g 279323 8 75485 5 - 5 - § 1203 828:
3 275323 % 75495 S - 5 - 5 1203828
iCert qued:

The accempanying notes are an integral part of these financial statements,
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CITY OF MUSKEGON HEIGHTS

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2008

Component Unit

Primary Government Downtown
Governmental Business-type Development
Activities Activities Total Authority
Changes in net assets
Net {expense) revenue 3 [7.32001%; S 14G7 00 % (7.817.119) § iZ203.828:
Gereral revenues
Prooerty taxes 2480573 - 2,460,573 357 572
[Mcoms taxes 991,216 - 981,215 .
tate shared revenues - unrestricied 1,756,353 - 1756 353 -
Imterest earnings 10.749 96 420 107,169 5388
“ransfers - internal activities 245,000 125 000 - -
Tctal gereral revenues and transfers 5,463,861 48580 5315311 372 855
Chgznge in net assets {1,856,128; (B45 B8 [(2,501,808) 52070
Net assets, beginning of year 5.318.388 £ 705 364 15,117,783 458 384
Net assets, end of year 3 4,463,261 $ 8152714 & 12815975 & 525,454

T1e accompanying notes are an integral part of these financial statements.

-11-
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CITY OF MUSKEGON HEIGHTS

GOVERNMENTAL FUNDS
BALANCE SHEET

DECEMBER 31, 2008

Nenmajor
Governmental
General Funds Total
Assets
Cash and pooled investments 3 434178 8§ 416,902 $ &01.082
Receivables
Accounts 177.809 31.264 209173
Property taxes 586.012 - 586.012
Income taxes 231 844 - 231.844
Special assessment - 168,601 168.601
Due from other funds 53.795 328,495 382,290
Due from other governments 683.749 335,820 1.019.589
fnventory 20073 - 20.073
Prepaid items 588 - 588
Total assets $ 2218148 § 1,281,082 S 3.49%23C
Liabilities and fund balances
Liabilities
Agcounts payable $ 578037 S 271456 $ 849 493
Accrued habilities 171.965 18,427 160.392
Due to other funds 599,321 352,983 $52.3C4
Due to other governments 108.303 418 108.721
Deferred revenue 1.222.247 223,054 1.446 201
Total liabilities 2675873 867,238 3.547 411
Fund balances (deficit)
Unreserved
Urdesignated (461.725) - {467 .725;
Undesignated reported in nonmajor
Special revenue funds - 387 919 387.81¢
Capital projects funds - 21577 21577
Debt service fund - 4 348 4,348
Total fund balances {deficit) {461 725} 413,844 47 881;
Total liabilities and fund balances S 2218148 § 1281082 S 3499230

The accompanying notes are an integral part of these financial statements.
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CITY OF MUSKEGON HEIGHTS
RECONCILIATION OF FUND BALANCE ON THE BALANCE SHEET
FOR GOVERNMENTAL FUNDS TO NET ASSETS OF
GOVERNMENTAL ACTIVITIES ON THE STATEMENT OF NET ASSETS

DECEMBER 31, 2008

Fund balances - total governmental funds $ {47 8B1)

Amounts reported for governmental activities in the statement of net assets
are different because

Capital assets used in governmental activities are not current financial resources
and therefore are not reported in the funds.

Add - land 254 408
Add - capital assets (net of accurnulated depreciation) 7525153

Certain assets do not represent current expendable financial resources and therefore
are not recognized in the funds.

Add - houses held in inventory 85.00C
Add - bond issuance costs 27.591

Certain assets are not due and rece:vable in the current period and therefore are
offset with deferred revenue in the funds.

Add - deferred revenue 189,115

Certain liatilities are not due and payable in the current period and therefore are
rct reported in the funds.

Deduct - compensated absences payahle 1363.7135
Deduct - other post employment benefits {397 106}
Deduct - bonds payable (2.780.818;
Deduct - accrued interest on bonds payable i18.480;
Net assets of governmental activities $ 4463251

The accompanying notes are an integral part of these firancial statements.
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CITY OF MUSKEGON HEIGHTS
GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED DECEMBER 31, 2008

Nonmajor
Governmental
General Funds Total
Revenues
Taxes
Froperty S 2460573 $ - 5§ 2480573
Income 951.216 - 991218
Intergovernmental revenues
Faderal - 622,446 H522.446
State 1.887 114 911,048 2798162
Other 43,000 - 48.000
Licenses and permits 120.202 - 12020
Charges for services 544 414 170,311 784 725
Fnes 80.843 14 80.857
Interest earnings 9,980 31,915 41.875
Miscellangous 238,582 64,725 303.307
Total revenues 5.410.604 1,800,459 8.211.3683
Expenditures
Current
General government 2013376 175,947 2.189.323
Public safaty 3.656.822 - 3.596.822
Pubklic works and streets 8951.721 972 593 1.524 374
Community development 12254 761,502 773.756
Cuiture and recreation 147 763 126,377 274170
Dabt senvice
Frincipal 91.348 221,378 312.724
interest 52705 77,330 130035
Total expenditures £.965 017 2,335,127 9.301 144
Revenues over (under) expenditures (585.113) {534.668} (1.085.781;
Other financing sources {Uses}
Issuance of debt 75 828 26,624 103 4562
Sale of capital assets 2.656 - 2656
Transfers in 259613 638,765 798,378
Transfers out (255.101} (298.277) (553.378)
Tota! ather financing sources (uses) 83.996 267,122 351.118
~Net changes in fund balances (471,117 (267.546) (738 663)
Fund balances, beginning of year 9 352 881,390 590 752
Fund balances, end of year ] i461.728) $ 413844 § (47.8831)

The accompanying notes are an integral part of these financial statements.
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CITY OF MUSKEGON HEIGHTS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2008

Net changes in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of actwities
are different because

Governmental funds report capital outlays as expenditures. However. in the
statement of activities, the cost of those assets are allocated over their estimated
useful lives and reported as depreciation expense.

Add - capital ocutlay
Deduct - depreciation expense

Certain accounts receivable are long-term in nature and are coliectable over several
years. However the current portions are reflected as revenues on the fund statements.

Deduct - current portion of long-term receivables
Leng-term debt proceeds provide current financial resources to governmental funds in
the period issued, but issuing debt increases long-term iiabilities in the statement of
net assets. Repayment of long-term debt is an expenditure in the governmental

funds. but the repayment reduces long-term liabilities in the statement of nat assets.

Deduct - issuance of long-term debt
Add - payments on long-term debt

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the funds.

Add - decrease in compensated absences
Deduct - other post employment benefits
Oeduct - amortization of bond issuance costs
Deduct - changes in accrued interest

Change in net assets of governmental activities

The accompanying notes are an integral part of these financial statements.
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CITY OF MUSKEGON HEIGHTS

PROPRIETARY FUNDS

STATEMENT OF NET ASSETS

DECEMBER 31, 2008

Assets
Current assets
Cash and pooled investments
Accounts receivable
Due from other funds
Inventory

Total current assets

Noncurrent assets
Capital assets
Land
Infrastructure and plant
Less accumulated depreciation

Net capital assets

Restricted cash and pooled investments
Bond issuance costs and discount

Total noncurrent assets
Total assets
Liabilities
Current liahilities
Accounts payable
Accrued liabilities
Due o other funds
Current portion of long-term debt
Total current liabilities
—ong-term liabilities
Other post employment benefits

Long-term debt, net of current portion

Teotal long-term liabilities

Total liabilities

Net assets

Investmant in capital assets net of related debt

Restricted for debt service
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements.

Enterprise Funds

Water

Sewer Water Supply Total
279841 S 235288 % 806,705 S 1421834
182,534 358.695 49,658 560.788
. 16,212 - 19212
5%.989 34,172 94 161
462,375 £73.085 990,535 2,125.965
2,246 - 37,766 40.012
3,679,810 2147165 26412283 32239258
(2.175,927) {1.754 487) (7,885.817) (11.816.231)
1,506,129 392,578 18.564,232 20 463.03¢
2,103,113 2.103.113
1,637,375 1,637,375
1,506,129 392 678 22304720 24,203,527
1,968,504 1,065 763 23 295 255 26,329,522
207,733 45,295 298,386 551414
4.000 22.922 147,283 174.205
221,801 - 94,014 315.815
5,795 10,178 487,293 £13.264
435,329 78.393 1,036.976 1.554 668
20,430 32,799 44 334 106,583
1,602 3.302 16,510,843 16.515.547
31,032 36,101 16,554 977 16622110
470,361 114,494 17,591,953 18.175.808
1,506,129 392678 3,211,607 5110 414
. - 2,103,113 2103113
(7.986) 558 591 388,582 934,187
1,498,143 % 951269 § 5703302 § 8152714
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PROPRIETARY FUNDS

CITY OF MUSKEGON HEIGHTS

STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED DECEMBER 31, 2008

Operating revenue
Charges for services
Fines
Charges for debt service

Total eperating revenue
Operating expense

Persannel services

Senefits

Contractual/professional services

Materials and supplies

Utiities

Repair and maintenance

Jepreciatian

Miscellaneous
Total operating expense
Operating income (loss)
Non-operating revenue {expenss)

interest income

Interest expense
Tetal non-operating revenue (expense;
income {foss) before transfers
Transfers

Transfers in

Transfers out

Total transfers

Cnanges in net assets
Net assets, beginning of year

Net assets, end of year

Enterprise Funds

Water

Sewer Water Supply Total
662889 S 1528535 S 1860611 4.052.035
35651 50,207 5,031 90.889
10 1,195,583 1,195.553
698 550 1578.742 _ 3,081,225 _ 5338517
114,346 154.454 346,229 £55.029
142,329 164664 283.245 590 238
699,084 893,672 452 924 2.046.580
21.687 87.958 186,757 206,402
890 42379 338,528 381797
20,714 3657 28,756 53.127
74,754 31,748 811,632 $18 132
27.177 27.182 18,154 72.513
1,101,881 1445712 2,466,225 5013.818
(403.331) 133.030 595,000 324 650
11.796 8.667 77,957 $6.420
(2.791) (819,008} (821.79%)
9.005 8.667 (741,051 {725,379
(394.326) 139,697 (146,051 (400.88C)
(80,000) (85.000) (80.000) (245 000)
(80,000} (85.000) {80,000} (245,000}
{474.326) 54,697 (226,051) (545 680
1,972,463 BYE 572 5,929,353 8.798.394
1,498,143 S 951269 § 5703302 S 8.152.714

The accompanying notes are an integral part of these financial statements.
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CITY OF MUSKEGON HEIGHTS

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2008

Enterprise Funds

Cash flows from operating activities
Raceips frem customers and users 3
Payments to employees
Payrrents to suppliers

MNet cash provided by {used in) operating activities

Cash flows from non-capital financing activities
Transfers in
Transfers out

Net cash provided by (used in) non-capital
financing activities

Cash flows from capital and related financing activities
Ir:erest paid
Pancipal paid on long-term debt
Acgaisitons of capital assets

Net cash provided by {used in) capital and related
financing activities

Cash flows from investing activities
Irte-est income

Net cash provided by (used in) investing activities

Nt increase {decrease) in cash and pooled investments

Cash and pocled investments, beginning of year

Cash and pooled investments, end of year g

Cash flows from operating activities
Ooe-ating income (loss) §

Adiustments to reconcile operating income 1loss:

tc net cash provided by (Used in) operating actvities
Depreciation
Change in operating assets and l:abilites

wh.ch provided (used) cash
Accounts receivable
Due fram other funds
Irventary
Accounts payable
Accrued habilities
Accrued compensated absences
Accrued other post emplayment benefits
Due to other funds

Net cash provided by {used in) operating activities 8

Water

Sewer Water Supply Total
722828 % © 547837 S 3,083.208 ¢ 5353872
(227.43&) 319.847 {583.682) (130887
(447 443 it 110,770 (933 508) 245 721
47,947 117220 1,565,018 731 188
(80.000: 85000 (80,000} 245 300,
{80,000 i£85.000) (80,000 245 0270,
(2.791} - (744 583) 747 3741
(113.571; - (455,000} i558 £7 1
- - {515,889} (515 858G
{116,262 - (1.715.472) 1831834
11,796 5,683 77.957 58 421
11,755 & 568 77.957 98 421
(136,619 33 888 (151,497) i249.225
416.450 155,400 3.161.315 3774 775
279841 § 235288 % 3000818 § 3524 Ga7
(4033311 § 133030 3% 595000 S 324 895
74.754 31.748 811632 918122
24278 30 2054 21,983 ‘E 355
12167 12.948) - G219
- i33.2%9) {22.980) 55208
102.095 5157 234,684 341 938
{932} Z 141 13,261 14,470
739 4331 {11,803 i6 733;
29.430 32799 44334 105 583
208.747 i24.512i {120.083; 83 752
47.947 5 177220 § _ 1666018 $ 1731185

The accompanying notes are an integral part of these financial statements,
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CITY OF MUSKEGON HEIGHTS

STATEMENT OF NET ASSETS

FIDUCIARY FUNDS

DECEMBER 31, 2008

Assets
Cash and pooled investments
Cue from other funds
Due from other governments

Total assets
Liabilities
Accounts payable
Checks drawn in excess of bank halance

Due to other funds
Due to other governments

Total liahilities

Net assets

The accompanying notes are an integral part of these financial statements.
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Private Purpose
Trust Fund -

John Hendrick Agency

Flower Fund Funds
3 - 569.426
3,030 1.017 114
- 76857
5 3.030 1.594 197
3 - 27127
- 449 250
- $53.527
- 954,293
- 1.584 197

S 3,030



CITY OF MUSKEGON HEIGHTS

PRIVATE PURPOSE TRUST FUND
STATEMENT OF CHANGES IN NET ASSETS

FOR THE YEAR ENDED DECEMBER 31, 2008

Private Purpose
Trust Fund -
John Hendrick
Flower Fund

Additions

Interest earnings 3
Deductions

Fees 47
Changes in net assets 47
Net assets, beginning of year 3.077
Net assets, end of year $ 3.030

The accompanying notes are an integral part of these financial statements.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Muskegon Heights. Michigan (the “City") conform to generally
accepted accounting principles as applicable to governments. The following is a summary of the
significant poficies.

Reporting Entity

These financial statements present the City and its component units. entities with which the City is
considered to be financially accountable. Discretely presented ccmponent units are reported n g
separate column in the financial statements to emphasize they are legally separate from the City. A
separate section of the Basic Financial Statements provides detaiied financial information on the
discretely presented component units. The City has no blended component units.

Discretely Presented Component Units

The component unit cotumn in the basic financial statements includes the financial data of the
Downtown Development Authority (DDA}, This entity 1s reported in a separate column ang -ows
to emphasize that it is legally separate from the City. The City alsc has one additional compaoners
unit which had no financia: assets or financial activity during the year (the Brownfield
Redevelopment Authority:. The DDA was formed to complete various projects in the dowrtown
district. Funding for these projects will be provided through captured property taxes from various
units of government. The members of the governing boards of tne DDA are appointed by the City
Council. The budgets of these Authorities must be approved oy the City Council. and the City has
the ability to significantly influence their operations. Financial statements are not separately
issued for the component DDA,

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of ret assets and the statement of
activities} report information on ali of the nonfiduciary activities of the primary government and its
component units. For the most part. the effect of interfund activity has been removed from these
statements. Exceptions to this general rule are changes between enterprise functions and other
various functions of the government. Elimination of these charges would distort the direct costs and
program revenues reported for the various functions concerned Governmental activities. which
normally are supported by taxes and intergovernmental revenues. are reported separately from
business-type activities. which rely to a significant extent on fees ana charges for support. Likewise.
the primary govermment is reported separately from centain legally separate component units for
which the primary government is firancially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment is offset by program revenues Direct expenses are those that are clearly identifiable with
a specific function or segment. Program revenues include (1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function ar
segment and (2} grants and centributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and cther izems not properly included among
program revenues are reported instead as general revenues.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

Separate financial statements are provided for governmental funds. proprietary funds, and fiduciary
funds. even though the latter are excluded from the govermnment-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements, except for agency funds which do not have a measurement focus. Reverues are
recorded when earned and expenses are recorded when lability is incurred. regardless of the timing
of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met,

Governmental fund financiai statements are reported using the current financial rescurces
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be avasfable when they are
collectible within the current period or soon enough thereafter 1o pay liabilities of the current period.
For this purpose, the government considers property tax revenues to be available if they are coliected
within 60 days of the end of the current fiscal period. Reimbursement-based grants. income taxes.
fees. interest and other revenues use a one year coliection period. Expenditures generally are
recorded when a liability Is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments.
are recorded only when payment is due,

Property taxes, reimbursement-based grants, income taxes. state revenue, fees, and interest
associated with the current fiscal period are all considered to be susceptible to accrual and so have
been recognized as revenues of the current fiscal period. Ail other revenue items are considered to
be measurable and available only when cash is received by the City

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund's principal ongoing operations. The principal operating revenues
of the enterprise fund are charges for services. Operating expenses for the enterprise funds include
depreciation on capital assets. labor. suppiies and contracted services. All revenues and expenses
not meeting this definition are reported as nonoperating revenues and expenses,

24-



CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City. It s used to account for all financia:
resources, except those required to be accounted for in another fund.

The City reports the following major proprietary funds:

The Sewer Enterprise Fund is used to account for the operations cof the City's sewer department
that provides sewer services to most residents of the City on a user charge basis.

The Water Enterprise Fund is used to account for the operatians of the City's water department
that provides water services 10 most residents of the City on a user charge basis.

The Water Supply Enterprise Fund is used to account for cperations of the City water t-eatment
plant and related assets utilized to treat and distribute water to the City and surrounding
communities on a user charge basis.

Additionally. the City reports the following fund types:

The Special Revenue Funds are used to account for the proceeds of specific revenue soudrces
{other than perpetual trusts or major capital projects) that are :egally restricted to expenditures for
specified purposes.

The Debt Service Fund is used to account for the accumulation of resources for, and payment of.
long-term debt principal. interest. and related costs of governmental funds.

The Capital Projects Fund accounts for the accumulation and disbursement of resources for the
construction of City capital projects.

The Private Purpose Trust Fund 1s used to account for resources that are restricted for the benefit
of other governments. organizations of individual.

The Agency Fund is used to account for the collection and disbursement of property taxes that
are collected on behalf of cutside governments.

Private-sector standards of accounting and financial reporting issued prior to December 1. 1989,
generally are followed by both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds. subject to this same limitation.
The government has elected not to follow subsequent private-sector guidance.

When both restricted and unrestricted resources are available for use. it is the government's policy to
use restricted resources first. then unrestricted resource as they are needed.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

Budgets and Budgetary Accounting

Comparisons to budget are presented for the General Fund. Special Revenue Funds adopt a legal
budget with remaining funds maintaining budgets as a management control device. The City follows
these procedures in estabtishing the budgetary data reflected in the financial statements:

1.

a2

Prior to November 1. the City Manager submits to the City Council a proposed operating budget
for the fiscal year commencing the following January 1. The operating budget is adopted by
activity.

Public hearings are conducted to obtain taxpayer comments.
Prior to January 1. the budget is legally enacted through passage of a resolution.

Formal budgetary integration is employed for the governmental fund types as a management
control device.

Budgets for the General and Special Revenue Funds are adopted on a basis consistent with
generally accepted accounting principles (GAAP). Annual budgets lapse at fiscal year end.

Adoption and amendments of all budgets used by the City are governed by Michigan state 'aw.
The appropriations rescluticn 1s based on the projected experditures budget of the department
neads of the City. Any amendment to the criginal budget must meet the requirements of Michigan
law. Any revisions that alter the total expenditures of any department must be approved by the
City Council. The City Manager is authorized to transfer budgeted amounts within a department
subject to the condition that the total expenditures do not exceed the approved appropriations by
department. Thus the legati fevel of budgetary control is at the department level, Suppemental
appropriations were necessary during the year,

Cash and Pooled Investments

For the purpose of the statement of cash flows, the City considers cash and pooled investments to be
cash and cash equivalents because the pooling of these balances allows for withdrawal of these
balances at any time similar to a demand deposit account.

fnvestments

Investments are stated at fair value at the balance sheet date.

State statutes auvthorize the City to mvest in;

a. Bond, securities. other obligations and repurchase agreements of the United States. or an
agency or instrumentality of the United States.

b. Certificates of deposit. savings accounts, deposit accounts or depository receipts of a
qgualified financial institition.

¢c. Commercial paper rated &t the time of purchase within the two highest classifications

established by not less than two standard rating services and that matures not more than 279
days after the date of purchase.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

d. Bankers acceptances of United States banks.

e. Obligations of the State of Michigan and its political subdivisions that, at the time of purchase
are rated as investment grade by at lease one standard rating service.

f. Mutual funds registered under the Investment Company Act of 1940 with the authority to
purchase only investment vehicles that are legal for direct irvestment by a public corporation

g. External investment pools as authorized by Public Act 20 as amended.

Receivables

All receivables are recorded at their gross value and. where appropriate, are reduced by the
estimated portion that is expected to be uncollectible At yvear end allowances for uncollectible
balances of $49.590 and 3108 653 were recorded in the sewer and water enterprise funds
respectively.

Due to and Due from Other Funds

Interfund receivables and payables are short term borrowings that anse from interfund transactions
which are recorded by all funds affected in the period in which transactions are executed.

Capital Assets

Capital assets, which include land. construction in pregress. buildings and eguipment, vehicles. and
infrastructure assets (e.g.. roads. bridges, sidewalks, and similar items), are reported in the
governmental and business-type activities columns in the goverrment-wide financial statements

Capital assets are defined by the government as assets with an initial. individual cost of mare than
55.000 and an estimated useful iife in excess of one year. Such assets are valued at cost where
histcrical records are available and at estimated historicat cost where no historical records exist
Donated capitai assets are valued at their estimated fair market value on the date received,

The costs of normal maintenance and repairs that do not add 1o the value of the asset or materiaily
extend asset lives are not capitalized. Improvements are capitalized and depreciated over the
remaining useful lives of the related capital assets, as applicable

No interest expense has been incurred or capitalized on capital assets reported in proprietary funds,

Depreciation on capital assets {including infrastructure) is computed using the straight-line method
over the following estimated useful lives:

Years
Buildings and improvements 7-50
Equipment 5-40
Motor vehicles 5-25
tnfrastructure 5-100
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

Deferred Revenue

Funds report deferred revenue in connection with receivables for revenues that are not considered to
be available to liguidate tiabilities of the current period or for resources that have been received but
not vet earned. At the end of the current fiscal year, the various components of deferred revenue
reported in the fund statements were as follows:

General Fund

Property taxes (Levied for 2007) 51,222 247
Nonmajor Funds

Special assessments 168.601

Unavailable receivables 30.514

Unexpended program revenue 24,839
Total governmental funds t.445 201

Component Unit
Downtown Development Authority
Property taxes (Captured for 2007) _ 177,585

51,623,756

Long-Term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial
statements, the long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities. business-type activities, or proprietary fund type statements of net
assets. For new bond issuances after the implementation of GASB Statement No. 34, bond premiums
and discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using
the straight-line method which approximates the effectve interest method. Bonds payable are
reported net of the applicable bond premium or discount.

In the fund financial statements. governmental fund types recognize bond premiums and discounts.
as well as bond issuance costs. during the current pertod. The face amount of debt issued is reported
as other financing sources. Premiums received on debt issuances are reported as other financing
sources. Issuance costs. whether or not withheld from the actual debt proceeds received. are
reported as expenditures.

Compensated Absences

Under contracts negotiated with employee groups, individual employees may have a vested right to
receive payments for unused vacation and sick time benefits under formulas and conditions specified
in the contracts. Accumulated vacation and sick time benefits of governmental funds is recorded on
the statement of net assets and not on the governmental fund balance sheets because it is not
expected to be liquidated with expendable available financial resources. Amounts accumulated for
proprietary funds are reported on the statements of net assets of the individual enterprise funds.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

Property Taxes

Ctty property taxes are attached as an enforceable lien on property as of July 1. Taxes are fevied July
1 and are due without penalty on or before August 15 These summer tax bills include the City's own
property taxes and taxes billed on behalf of other taxing units within the City limits. Real property
taxes not collected as of March * are turned over to the County for collection, which advances *te
City 100% for the delinguent real property taxes. Collection of delinguent personal property taxes
remains the responsibility of the City Treasurer.

Property taxes levied in July of each year are recognized as revenue for one half of the levy in the
current year and the balance is recognized in the following year.

Grants and Other Intergovernmental Revenues

Grants and assistance awards made on the basis of entitlement periods are recorded as
intergovernmental receivables and revenue when entitlement occurs. Reimbursement-type grants are
recorded as intergovernmental receivables and revenues when the related expenditure/expenses are
incurred.

interfund Transactions

During the course of normal operations. the City has numerous transactions between funds including
expenditures and transfers of resources to provide services and to service debt. The accompanying
financial statements generally reflect such transactions as transfers. Operating subsidies are also
recorded as transfers.

DEFICIT FUND BALANCE/NET ASSETS

At December 31, 2008 the City had the following deficit fund balances:

General fund 5481725
Nonmajor funds
Local Streets fund 145 798
Cemetery fund 6,018
Recreation fund 64, 454
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETARY FUNDS

Michigan law, provides that a local unit shall not incur expenditures in excess of the amaunt
appropriated.

In the body of the financial statements. the City's actual expenditures and budgeted expenditures for
the budgeted funds have been shown on a functional basis. The approved budgets of the City for
these budgeted funds were adopted at the activity level.

During the year ended December 31. 2008, the City incurred expenditures in certain budgetary funds
which were in excess of the amounts appropriated as follows:

Final Over
Budget Actual Expended
General fund
General government
Mayor $ 7800 § 8050 $ 250
Assessor 155,500 173204 17,704
City Attorney 106.000 115.848 9,848
Public safety
Fire 1,119.000 1126499 7,499
Inspections 288 000 297.718 9718
Public works and streets
Public works 116.00C 192.410 76,410
Culture and recreation
Library 18.00C 18 022 22
Mona Lake boat launch - 950 950
Debt Service
Principal 73488 91.348 17,858
Interest and fiscal charges 2.380 52.705 50,325
Nonmajor funds
Cemetery
General government 163.056 164,377 1.321
Recreation
Recreation 115.000 116.090 1.080
Brownfield Redevelopment
Community development - 7.6892 7.692
Cities of Promise
Community development - 87.803 87.803
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

4, CASH AND INVESTMENTS

The captions on the financial statements relating to cash and pocled investments and investments
are as follows:

Primary Component  Fiduciary
Government Units Funds Total
Cash and pooled investments $4,426 027 $310.480 $569,426  $5,305.933

Checks drawn in excess of
bank balance -

(449.250)  (449.250)

34.428,027 310480  $120,176 54,856,683

Cash and pocled investments and investments captions consist of the following at December 31.
2008:

Deposits and certificates of deposit $ 890,180
Mutual funds and securities 3.866,503
Total 54,856,683

The deposits are in financial institutions located in Michigan in varying amounts. State poiicy limits the
Treasurer's investing options to financial institutions located in Michigan. All accounts are in the
name of the City and a specfic fund or common account. They are recorded in City records at fair
value. Interest is recorded when earned.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure. the
City's deposits may not be returned. State law does nct require. and the City does not have, a policy
for deposit custodial credit risk. As of year-end, none of the City's bank balance of 769,804 was
exposed to custodial credit risk.
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CITY OF MUSKEGON HEIGHTS

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2008

Investments

The City chooses to disclose its investments by specifically identifying each. As of year-end. the City
had the following deposits and investments:

Maturity  Fair Value Rating Source

FNMA 1211817 & 124083 AAA S&P
Fannie Mae 11/20/20 100.094 AAA S&F
FNMA pooi 311125 6.436 Unrated
Freddie Mac 7/30/18 150.047  AAA 3&P
Freddie Mac 371518 100.034 AAA S&P
Fannie Mae 1116720 95,938 AAA S&P
Fannie Mae 8/6/15 100.125 AAA S&P
Fannie Mae 9/24/20 100.094 AAA S&P
US Treasury Note 3/15/10 25 962
US Treasury Note 1715411 26,696
US Treasury Note 2128111 26,851
US Treasury Note 5/15/09 25,322
US Treasury Note 10/31/12 27164
Mutual fund accounts

Allegiant Government Money Market N/A 25909  Unrated

Comerica Govt Cash Investment Fund J NIA 25%5.C11  Unrated

Government taxable fund N/A 332 757  Unrated

$3,866,503

The above investments do not include certificates of deposit which are classified as deposits for risk
identification purposes.

investment and deposit risk

interest Rate Risk State law limits the allowable investments and the maturities of some of the
allowable investments as identified in Note 1, the summary of significant accounting policies. The
City's investment policy does not have specific limits in excess of state law on investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates. The
maturity date for each investment 1s identified above for investments held at year-end.

Credit Risk. State law limits investments to specific government securities, certificates of deposits and
bank accounts with qualified finarcial institutions, commercial paper with specific maximum maturities
and ratings when purchased. bankers acceptances of specific financial institutions, qualified mutual
funds and qualified external investment pools as identified in Note 1. the summary of significant
accounting policies. The investment poiicy does not have specific limits in excess of state law on
investment credit risk. The rating for each investment is identified above for investments held at vear
end.
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Custodial Credit Risk - Investments. For an investment, custcdial credit nisk is the risk that in the
event of the failure of the counterparty. the City wili not be able to recover the value of its investmen's
or collateral securities that are in the possession of an outside party. State law does not require and
the City does not have a policy for investment custodial credit risk. Of the above 3912.826 of
nvestments. the City has a custodial credit risk of 912 826 because the related securities are
uninsured, unregistered and neld by the government's brckerage firm which is also the counterparty
for these particular securities. Of the above mutual fund investments the City's custodial credit risk
exposure cannot be determined because the mutual funds do not consist of specifically identifianle
securiies.

Concentration of Credit Risk. State law limits allowable investments but does not limit concentration
of credit risk as identified in Note 1. the summary of significant accounting policies. The City's
investment policy does not have specific limits in excess of state ‘aw on concentration of credit risk.
All investments held at year-end are reported above.

5. INTERFUND RECEIVABLES AND PAYABLES

Interfund receivables and payables of individual funds at December 31. 2008 were as follows:

Payable fund
Non-major
Water governmental

Receivable fund General Sewer Supply Fiduciary funds Total
Genera. fund $ - ] - & - $53795 3 - $ 53785
YWater 19.212 - - - - 19.212
F.duciary 541,267 221,801 94 014 95,732 63,300 1.020.144
Non-major

governmental

funds 38.812 - - - 289.683 328.495
Total $599,321 $221,801 $94,014 $153,527 $352,883 $1,421,646

Interfund balances primarily reflect loans made from funds with cash and pooled investments to those
funds requiring temporary cash flow.
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8. INTERFUND TRANSACTIONS

Transfers in and out for the year ended December 31, 2008 are as follows:

Transfer in
Non-major
General governmental

Transfer out Fund funds Total
General Fund $ - 8255101 5255101
Enterprise

Sewer 80,000 - 80,000

Water 85,000 - 85.000

Water Supply 80.00Q - 80.000
Non-major

Governmenta! funds 14,813 283 864 298.277
Total $259,613 8538,765 $798,378

Transfers to the general func represent payments to fund administrative costs from benefiting funds
while transfers into other funds are generally operations subsidies

A transfer of $121,219 was made from the Downtown Development Authority {(DDA) general fund to
the DDA debt service fund to assist with payment of long-term debt

7. CAPITAL ASSETS

Capital asset activity for the year was as follows:

Governmental Activities
Capital assets, not being depreciated
Land
Construction in Progress
Total capital assets, not being depreciated
Capital assets, being depreciated
Buildings and improvements
Equipment
Motor vehicles
Infrastructure
Total capital assets, being depreciated
Less accumulated depreciation for
Buildings and improvements
Equipment
Motor vehicles
infrastructure
Total accumulated depreciation
Net capital assets, being depreciated
Governmental Activities capital assets, net

Balance Balance
January 1, Decembher
2008 Additions Deletions 31, 2008
$ 254408 S -5 - $ 254,408
254,408 - - 254,408
2.111.555 102 858 - 224511
1,338,066 - - 1.338.086
2,116,578 75.828 93,343 2.100.063
18,639,892 - - 18.639.882
24,206,091 179,784 93,343  24.292.532
671,396 82.043 - 753,439
645,877 81232 - 727109
1,261,180 108,755 93,343 1277 602
13,118.184 891.045 - 14.008.22%
15,696,647  1.184.075 93,343  16.757.37%
8,509,444 (984.291) - 7525153
$8,763,852  ${984,291) $ - $7,779,561
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Business-type Activities
Capital assets, not being depreciated
Land
Total capital assets, not being depreciated
Capital assets being depreciated
Buildings and improvements
Equipment
Plant
Infrastructure
Total capital assets, being depreciated
Less accumulated depreciation for
Buildings and improvements
Eguipment
Plant
Infrastructure
Total accumulated depreciation
Net capital assets, being depreciated
Business-type Activities capital assets, net

Downtown Development Authority
Capital assets, not being depreciated
Land
Construction in Progress
Total capital assets. not being depreciated
Capital assets being depreciated
Buildings and improvements
Accumulated depreciation
Net capital assets, being depreciated
Business-type Activities capital assets, net

Balance Balance
January 1, December
2008 Additions Deletions 31,2008

3 40012 5 - 3 S 40012
40012 - 40.012
163,471 - 163.471
1,422 484 20.461 1.442 945
20,932 530 485 428 21.427 958
9,204 884 - 0204 884
31.723.3698 515,889 32.239.258

41.626 5.145 47 77
850,696 £9.018 §19.714
3,518,631 721.803 4240334
6,487,247 121,185 8608412
10,898,100 918.131 11.818.231
~20,825.26¢ 1402.242) 20.423.027
~$20,865,281  $(402,242) $ $20,463,039
5284 635 3 - $ 8294 835
294 635 - 294 635
753,835 - 753.835
192 887 21.408 214 305
560,938 (21.408) 539 530
$855,573 $(21,408) 3 $834,165

Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental Activities
General government
Public safety
Public works and streets
Culture and recreation

Total depreciation expense - governmental activities

Business-type Activities
Sewer
Water
Water supply

Total depreciation expense - business- type activities

-35.

$ 29102
81.485
1,030.207

23.281

__ $1,164075

$ 74754
31,746

$918.131

811,631
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PENSION PLANS
Defined Benefit Plan
Ptan Description

The various bargaining and non-bargaining unit employees of the City participate in the Municipal
Employees Retirement System of Michigan (MERS). an agent multi-employer defined benefi
pension plan providing retirement. death and disability benefits. The System is administered by the
MERS retirement board. Act No. 427 of the Public Acts of 1984, as amended, establishes and
amends the benefit provisions of the participants in MERS. A publicly available financial report :hat
includes financial statements and required supplementary information for MERS may be obtained oy
writing to the Municipal Employess Retirement System of Menigan 1134 Municipal Way. Lansing.
Michigan 48917,

The City is required to contribute at an actuarially determined rate. which for the current year was 0%
0 15.63% of annual covered payroll. Participating employees are required to contribute from 3 to 8%
percent of gross wages to the Plan. The contribution requirements of the City are established ard
may be amended by the MERS Retirement Board. The contribution requirements of employees are
established and may be amended by labor agreements.

For the year ended December 31, 2008, the City's annual pension cost of MERS was $394. 628
Payments to MERS during the year of $89.925 were made wnich was less then the actuarial
determined contributions requirement. The resulting net pension ooligation is expected to be paid in
fiscal year 2009 and has been recorded as a liability in the various funds. The required contribution
was determined as part of the December 31, 2006 actuarial valuation using the entry age actuarial
cost method. The actuarial assumptions included: (a) a rate of return on the investment of present
and future assets of eight (8.0) percent: and (b) projected salary increases of four and one-half {4.5)
percent per year compounded annually based on inflation. plus from O to 8.4% percent based on an
age-related scale to reflect merit. longevity and promotional sa:ary increases. The actuarial value of
MERS assets was determined on the basis of a valuation method that assumes the fund earns tre
expected rate of return and includes an adjustment to reflect fair value. The difference in investmert
income between expected return and market return is recognized over a 10-year period as the rate of
10% per year. The City's unfunded actuarial accrued liability is being amaortized at a level percentage
of projected payroil on an open basis. The remaining amortization period at December 31 2008, tre
date of the latest actuarial valuation. was 28 years.

The required schedule of funding progress immediately following the notes to the financial statements

presents muiti year trend information about whether the actuanal vaiue of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities of benefits,

Three-Year Trend Information

Fiscal Year Annual Pension Percentage of APC Net Pension
Ending Cost (APC) Contributed Obligation
12/31/06 $326 831 100% -
12131107 338.575 100% -
12/31/08 384,626 22% 304,701
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Schedule of Funding Progress

Actuarial UAAL as a
Actuarial Accrued Unfunded Percentage
Actuarial Value of Liability (AAL) AAL Funded Covered of Covered
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll
Date {a) (b} {b-a) Total (€} {{b-a)ic)
12/31/08 327,341,463 $30619,746 $3,278,283 89% $3.449,680 95%

9.

POST EMPLOYMENT BENEFITS

The City administers a singte-employer defined benefit healthcare plan (the Retiree Health Plan; The
plan provides health insurance premiums for retirees and their spouse until death. The rate paid for a
surviving spouse is caped at the 1992 rate of $180 per month. Benefit provisions are established
through negctiations between the City and bargaining units and employee groups. The City makes
100% of the premium payment to the plan. The Retiree Health Plan does not issue a publicly
available financial report and a tegal trust has not been establisned for the plan.

The City's contribution is based on pay-as-you-go financing requirements. For the current year the
annual required contribution {ARC) was 5824,120 while actual contributions were $320,451.

The City’s annual other post employment benefit (OPEB) cost (expense) is calculated based on the
annual required contribution of the employer {ARC), an amount actuariaily determined in accordance
with the parameters of GASB Staterment #45. The ARC represents a level of funding that. if paid on
an ongoing basis, is projected to cover normal costs each year and amortize any unfunded actuarial
liabilities {or funding excess) over a period of thirty years, The first actuarial valuation of the Retiree
Health Plan was perfermed as of December 30, 2008 with the requirements of GASB Statement #45
being implemented prospectively. Fiscal year 2008 is the first year for which an actuarially required
contribution (ARC} has been determined. The following table shows the components of the City's
annual OPEB cost for the year. the amount actually contributed to the plan, and changes in the City
OPEB obligation to the plan.

Annual required contribution $ 824120
Interest on Net OPEB obligation -
Adjustment to annual required contribution

Annual OPEB cost {expense) 824,120
Contribution made 320,451
Increase in net OPEB obligation 503,66_9“‘"
Net OPEB obligation. beginning of year -
Net OPEB obligation. end of year $ 503,669
Three-Year Trend Information
Fiscal Year Annual Required Percentage of ARC Net OPEB
Ending Contribution (ARC) Contributed Ohligation
12/31/08 824,120 38% $503.669
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Schedule of Funding Progress

UAAL as a
Market Actuarial Unfunded Percentage
Actuarial Value of Accrued AAL Funded Covered of Covered
Valuation Assets Liability (AAL) {UAAL) Ratio Payroll Payroll
Date (a) (b} {b-a) Total {c} {{b-a)t¢)
12/31/08 3 - $503.669 $503,669 0% $2.586,996 16%

10.

Actuarial valuations of an ongoing pian involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples incluce
assumptions about future employment, mortality, and healthcare cost trend. Amounts determired
regarding the funded status of the plan and the annual required contributions of the employer are
subject to continual revision as actual results are compared with past expectations and new estimates
are made about the future The schedule of funding progress. presents multivear trend information
about whether the actuarial value of plan assets in increasing ¢r decreasing over time relative to the
actuarial accrued liabilities for benefits. The City is currently funding the plan on a pay as you go
basis.

Projections of benefits for financial reporting purposes are based cn the substantive plan {the plan as
understood by the employer andg the plan members} and inciude the types of benefits provided at the
time of each valuation and the historical pattern of sharing of benefit costs between the employer and
the plan members to that point. The actuarial methods and assumptions used include techniques that
are designed to reduce the effects of short-term volatility 'n actuarial accrued liabilities and the
actuarial value of assets. consistent with the long-term perspective of the calculation.

In the December 31, 2008. actuarial valuation, the projected unit credit actuarial cost methed. level
dollar, closed amortization method, and an amortization penod of 30 years were utilized The
actuarial assumptions included a 0% return on plan net assets as the plan is not funded. a discount
rate of 4%, and healthcare inflation factor from 10% graded down to 5% over five years.

LONG-TERM DEBT

The following is a summary of the debt transactions of the City for the year ended December 31.
2008:

Balance Balance Due
January 31, December Within
2008 Additions  Deletions 31, 2008 One Year
Governmental Activities
2004 Michigan Municipal Bond Authority.
Fiscal Stabilization Bonds. due in varying
installments of $170,000 to $210.000
trrough November 2013; plus interest at
2 5% to 4% $1,115,000 ] - $175.000 3980.000 $185.000
1927C Michigan Municipal Bond
Authority, Advanced Refunding of Series
18G61C. Group B of 1991 bonds. dug in
varying installments of $20.000 to
$75.000 through November 2020 plus
irterest at 7.2% 600,000 - 25,000 575.000 30.000
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Computer equipment instaliment
purchase due in semi-annual installments
of 84,982 including interest at 3.75%
through March 2008

Telephone equipment installment
purchase due in monthly instaliments of
51.014 including interest at 4.25%
thraugh April 2008

Equipment installment purchase dug in
quarterly installments of $936 including
interest at 6.25% through September
2008

Street sweeper installment purchase due
in quarterly installments of 34.673
including interest at 6.84% through March
2004

Poiice Vehicle purchase due in semi-
annual instaliments of $4,982 including
interest at 5.8% through March 2008

2007 Police Vehicle purchase due in
semi-annual installments of $5.471
including interest at 6. 9% through January
2010

Mower equipment instaliment purchase
due in monthly installments of $723
including interest at 5.8% through
September 2011

2007 Michigan Municipal Bond Authority
Energy Conservation Instaliment
Purchase due in monthly installments of
$32.721 to 364,784 including interest at
4 7% through November 2, 2022

2007 Brownfield Redevelopment Grant
Project due in monthly instailments of
$100.174 through October 20, 2021 plus
interest at 2.0%

Balance Balance Due
January 31, December Within
2008 Additions Deletions 31,2008 One Year
4,862 - 4862 - -
4,007 - 4,007 - -
2687 - 2687 - -
22,188 - 18,691 3,494 3.494
34,883 - 24.450 10.433 10433
45244 - 21882 23,362 17.623
28,192 - 6.541 22,657 7.883
860,348 - 20.096 940,252 24,372
131,670 26,634 - 158.304
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Balance Balance Due
January 31, December Within

2008 Additions  Deletions 31, 2008 One Year
Trackless Vehicle installment purchase
due in monthly instalments of $1.073
including interest at 4.65% through
December 2014 - 76.828 9.508 67,320 9960
Qther post employment benefits - 397.108 - 397,108 -
Accrued employee benefits _402.406 326.874 365,567 363713 192.912
Total Governmental Activities $£3,392,484 $827,442 $678,291  $3,541,635 $481,377_
Business-type Activities
2000 Water Supply System revenue
bonds due in annual installments of
$310.000 to $720,000 through November
2030. plus interest from 5.2% to 6% $1170,000 § - 3370000 $ 800,000 3390 000
2005 Water Supply System revenue
refunding bonds due in annual
instaliments of $40,000 {o $465.000
through November 2030, plus interest 6,735,000 - 40,000 6,685.000 45.000
from 3.3% to 4.5%
2006 Water Supply System revenue
refunding bonds due in annual
instatiments of $40,000 to $465.000
hrough November 2030, plus interes? 5.540,000 - 45.000 9,495,000 52002
from 3. 3% to 4.5%
1988 Muskegon County Wastewater
Management System Bond Refunding
Contractual Agreement due annually. plus
interest at 5.7%. 113,571 - 113.571 - -
Cther post employment benefits - 106 583 - 106,563 -
Accrued employee benefits 45 544 48 562 55295 38.811 28.254
Total Business-type Activities $17,604,115 $155,125  $623,866 $17,135,374 8513,264
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Component Unit

Downtown Development Authority

1994 Downtown Development limited tax

ohxigation bonds due in annual

instaliments of $$50,000 to $125.0C0

through May: interest at 7% to 7.25% $535,000 S - S 85000 $450 00C $100.000

Mortgage note due in monthly
irstallments of $2,736 including interest at
7.95% through February 2011 - 91,542 - 24.204 67,338 28 622

Total Component Unit Activities $626,542 - $109,204 $517,338 §128,622

The annual requirements to amortize all debt outstanding {excluding accrued employee benefits) as
of December 31, 2008 are as follows:

Governmental Activities Business-type Activities Component Units
Year Ending

December 31 Principal Interest Principal Interest Principal Interest
2008 S 288.826 $120.933 $ 485000 8 718226 3128,622 $33.132
2010 272.871 109,979 505,000 694 427 131.016 23538
2011 382192 99,553 530.000 669.406 132,700 13.850
2012 344100 108,306 950.000 64G.126 125,000 4532
2013 307.448 76,480 575.000 514.866 - -
2014-2018 606.891 225595 3270000 2741314 - -
2019-2023 578.481 60.222 3980000 2028908 - -
2024-2028 - - 4,850,000 1142988 - -
2029-2030 - - 2,245,000 152.550 - -
Total $2,780,816 $799,078  $16,990,000 $9,311,809 $517,338 $74,852

The City pays the County of Muskegon for operating and debt service costs related to wastewater
treatment activities based on the City's flow into the County wastewater treatment system. The City
has not record a liability for any portion of the County wastewater treatment system debt.

During the current and prior years. advance refunding resulted in a defeasance of bonds. As a result
the irrevocable trust escrow account assets and the related liabilty for the defeased bonds are no-
included in the City's financial statements. At year ena $15.190.000 of bonds outstanding are
considered defeased. )

1. RISK MANAGEMENT

The City is exposed to various risks of loss related to torts: theft of damage to, and destruction of
assets; errors and omissicns: injuries to employees. and natural disasters for which the government
carries commercial insurance. The City also purchases health and other insurance for emnloyees,
Settled claims have not exceeded commercial insurance coverage in any of the past three fiscal
years.
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12.

13.

CONTINGENCIES

The City is delinquent in the remittance of employee and employer components of payroil costs to
applicable government agencies and benefit providers. These payroll costs were recorded as
expenditures/expenses and liabilities in the governmental. enterprise and agency funds as applicable.
The balance of penalties and interest at year end is unknown and has not been recorded on the
financial statements.

In the normal course of its operations. the City has become a party in various legal actions. including
property tax appeals. Management of the City is of the opinion that the outcome of such actions wiil
not have a material effect on the financial position of the City. Amounts reserved for losses related to
legal actions have not been included as a liability in the financial statements.

RESTATEMENT

Beginning net assets in the sewer fund and business-type activities was increased by $35.267 to
appropriately recognize accounts payable at December 31, 2007
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CITY OF MUSKEGON HEIGHTS

GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL

FOR THE YEAR ENDED DECEMBER 31, 2008

Variance
Budget Amounts Actual Positive
Original Final Amount {Negative]
Revenues
Taxes
Property $ 2235000 & 2589473 5 2460573 §  (128.500
Income - 991,216 991.216
Intergovernmerttal revenues
Federal 69,453 £2.897 - (52 887
State 1,925,022 1 918 488 1,887,114 (31.374;
Cther 48,000 48.000 48,000 -
Licenses and permits 99,300 104.324 120,202 15,878
Charges far services 480,500 597.593 594,414 (3179
Fines 45,000 45,000 60,843 15,843
interest earnings 9,000 8.000 9,960 960
Miscellaneous 197,250 147.820 238,582 90,762
Total revenues 5.088.525 5512.555 6.410,904 898.308
Expenditures
Current
General government 1,883,827 2.287 462 2,013,378 274 088
Punlic safety 3,354 915 3880700 3,696 822 (16 122)
FPunlic works 727.500 894,100 951,721 (57821
Community development 23703 12 B50 12,254 3968
Culture and recreation 154,581 152 437 147,793 4644
Debt service
Principal 73,488 73,488 51,346 (17.858)
interest 2,380 2.380 52.705 (50.325;
Total expenditures 6,220,394 7,103,217 6.966,017 137.200
Revenues over (under) expenditures {1,131.869) (1.580.622) {555113) 761108
Cther financing sources {uses)
issuance of debt 76.828 75.828
Sale of capital assets - - 2,656 2.656
Transfers in 1,230,200 1.230.200 259813 {970.587;
“ransfers out {83,000} 183.000) {255,101} (172101}
Total other financing sources (uses) 1,147,200 1.147.200 83,946 (1.063.204)
Net changes in fund balance 15,331 (4434224 (471,117} (27.695;
Fund balance, beginning of year 9,392 9.392 §,392
Fund balance, end of year $ 24723 5 (434030 5 (461725 & (27.695)
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MERS DEFINED BENEFIT PLAN
SCHEDULE OF FUNDING PROGRESS

Actuarial
Valuation
Date

12/31/2008
1273112007
12/31/2008

Actuarial Actuarial Unfunded
Value of Accrued AAL Funded
Assets Liability (AAL) (UAAL) Ratio
$ 26,973,198 S 29892734 3§ 2919538 90.23%
27,584 351 30143833 % 2,559,482 81.51%
27,341,463 30619746 § 32781283 89.29%
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Covered
Payroll

3,547.340
3,547.340
3.449.680

UAAL as a
Percentage
of Covered

Payroll

82.30%
72.15%
95.03%
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CITY OF MUSKEGON HEIGHTS

GENERAL FUND
SCHEDULE OF EXPENDITURES
BUDGET AND ACTUAL

FOR THE YEAR ENDED DECEMBER 31, 2008

Expenditures
Currant
General government

Cty Council
Mayar
Sty Manager
Personnel
E ections
Ircome Tax
Assessor
City Aftorney
City Sletk
Finance
Treasurer
Data Processing
Builz:ngs and Grounds
Matoer Paol
Other general government

Fublic safety
Folice
Auto theft grant
Fire
nspections

Putlic works
Puslic works
Street ughting
Tra*f'c
Fefuse collection

Zommunity development
Farmers market
Parring

Csture and recreation
2arks
_.brary
~estival in the park
tena Lake boat launch

Deact service
Prncipar
Interest and fiscal charges

Total expenditures
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Variance
Budget Amounts Actua! Positive
Originai Final Amount {(Negative)
3 40 807 3 31.500 8 30040 0§ S50
15 084 7.800 8050 1250
185 235 +30.009 118,027 11973
22630 56.000 64,538 1.451
13720 18.500 18387 113
5+ 124 95250 88919 2331
138 418 155500 173,204 TIC4
120,200 108.000 115,348 5848
75595 73000 59 556 3004
“E1TFT0 143.000 136.484 B 518
£5.428 58600 57862 153
9.200 7.000 £, 146 254
‘7545 307 CO0 287 522 G478
£5.000C 94 500 92,904 1.2838
201.336 993.312 735648 257 854
1.883.827 2 287 462 2013.376 274088
1.880.034 2155000 2,154.924 75
12827 118.700 117 .681 1.2°9
1.009.238 1118.000 1,126,499 17,499,
252,823 258.000 297.718 19.78)
3.354.915 3.680 700 3696822 16122
54500 116.000 192410 TS 410
153.200 200.000 183,052 ‘5848
. 3100 2,804 255
5°0.200 575.000 573.455 tE4D
727500 B394.100 951,721 5762
2000 1.150 1,128 21
20,733 11.500 11,125 378
23733 12 650 12254 398
143 334 134,000 128.384 616
11,187 18.000 18.022 22
- 437 437 .
- - 950 G50
154,581 152 437 147.793 4 544
72488 73.488 51,346 T gs2
2 380 2.380 52,705 £2.328
75 BRB 75.868 144.051 52152
8 6220394 5 7103217 $ 6966017 S5 137.200




CITY OF MUSKEGON HEIGHTS

NONMAJOR GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET

DECEMBER 31, 2008

Assets
Cash ard pooled investment:
Recsvables
Accounts
Special assessments
Due from other funds
Jue from other governments

Total assets

Liabilities and fund balances
Liabilities
Accounts payable
Accrued habilities
D.ue tc otner funds
Due 1o other governments
Deferreg revenue

Total liabilities
Fund balances
Urreseryed

Unzesignated

Total fund balances {deficit)

Total liabilities and fund balances

S

Special Revenue

Community Brownfield

Major Local Development Redevelopment
Streets Streets Block Grant MSHDA Grant

g 35137 8§ 2795 S 2 8 4656 $ -

168 601 - - -

144 551 27 498 97.942 - -

85919 31.502 134,212 30417 T e32

3 404208 % 51.797 § 232188 5 35073 % 7 ea2

3 2R27% % 10725 % 151704 3 -5 7582

7375 3888 5182 - -

- 192 381 5043 34,835 -

168 601 - 24 B3g - -

204.255 207.585 232 156 34,835 7 582

169953 {145,758 - 238 -

159.953 {145,798 - 238 -

5 404208 & 81797 § 23215 § 35073 § 7862
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Cemetery

Cities Perpetual Brownfieid Capital Debt

of Promise Cemetery Recreation Care Project Projects Service Total
3 - 8 - & - 3 372286 3% - 5 735 0% 1291 $ 415 €02
- 27.433 750 3.081 - - - 31 264
- - - - - - - 158 501
- 5070 - 11,145 20.985 48,245 3,087 328 455
28 377 - - - - - - 335 820
46077 § 32503 $ TS0 5 386512 § 200886 $ 48980 5 4348 § 128° 0R2

34720 8 10,139 % 750 S - 3 -8 27.403 3 - $ 270456

. 950 1,035 - . - - 18.427

11 387 - 5§3.379 - - - - 352982

. ; ; 418 . - . 418

- 27433 - 3 081 - - . 223 634

46077 28,522 85204 3499 . 27.403 - BS7 238

. {6,019} (B2 454 383,013 20,986 24577 4,348 413 844

- {6.019} (84,4541 383.013 20.986 2° 577 4,348 413 844

S ¢8.077 § 32503 S 750 5 388512 3 20988 &S 45980 $ 4348 § 128" 052
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CITY OF MUSKEGON HEIGHTS
NONMAJOR GOVERNMENTAL FUNDS
COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

FOR THE YEAR ENDED DECEMBER 31, 2008

Special Revenue

Community Brownfield
Major Local Development Redevelopment
Streets Streets Block Grant MSHDA Grant
Revenues
Irergevernmental revenues
Federal 3 - % -5 322,445 % -3 -
State 585285 214 514 - 30,417 7852
Crarges for gervices - - - - -
Fires - - - - -
[vterest earnings 1.323 11 - 5 -
Kisceraneous 27.251 1,198 28 455 3498 -
Total revenues 513,869 215723 550 G60° 30.820 T5%2
Expenditures
Carrent
General governmeand - - - . -
Public works and streets 582.924 389 664 - . -
Community development - - 8zC 8ot 30,582 7 Bg2
L ture and recreation - - - - -
Ceo: Service
Princ.pan 18.691 - - - .
Irterast - - - - -
Total expenditures 601,615 389 669 £20.801 30,582 7692
Revanues over {under) expenditures 12,254 (173.948) 3C.000 238 -
Otrer finarcing sources (Uses)
lezuance of lnans - - - - -
Trans‘ers I - 50.C00 - - -
Trarsfers cut 160.000 (387373 130,000 - .
Tetz other financing sources (USES) 150 000} 23283 i30.0001 - .
Ne: changes n fund balances (47,746} (150683, - 238 _
Fund balances (deficit}, beginning of year,
as restated 247 593 4685 - - -
Fund balances (deficit), end of year 5 199,953 §  {145748: 3 - % 238 & -
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Cemetery

Cities Perpetual Brownfield Capital Debt
of Promise Cemetery Recreation Care Project Projects Service Total
s - - 3 - 8 - 3 -3 -5 - F 822 448

73.130 - - - - - - 21° Cag
- 95 589 72171 2.151 - - - TTIE
- 14 - - - . - 14
- 789 - 26,734 - 1 2 31.815
- 13 2 030 - - 5.350 - 84725

73130 96.8C5 74 23" 31,935 - 5.351 z 1 800,458
- 168,541 - 2056 - 5 350 - 175.847
- - - - - - - 972583

73130 - - - 28197 - - 781,502
- - 126,377 - ; ) ) 128 377
- 2.687 - - - - 200,000 221 378
- 105 - - - - 77.225 77 33C

T3 130 171.333 1258.277 2.056 28187 5350 277.225 2,335 127
- {74.528) i52. 7481 28.8749 (28,197, 1 (277.223) ‘B34 5R8
R - - - 26 834 - - 26 534
- 171,540 30.0C0 - - - 277,225 538785
- - - (171,540} - - - (208 277
- 171.540 30.C00 {171,540} 28634 - 277 225 267,422
- 97,012 {22.148; {141,861} {2.563) 1 2 (267.5451
- i103,031% (47 308 524674 23,546 Z1.578 4,346 581.352

- 3 {6,018) % i64454: 3 383013 3 209885 5 21

Y
o
=
-1
“

4348 §  413.84¢
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CITY OF MUSKEGON HEIGHTS

AGENCY FUNDS
COMBINING STATEMENT OF ASSETS AND LIABILITIES

DECEMBER 31, 2008

Tax Imprest Woodcliffe
Collection Payroll Village Total

Assets

Cash and pooled investments 3 569,426 S - 8 56G.425

Due from other funds 23112 994,002 1.017.114

Due from other governments - 7.857 7 B57
Total assets $ 592538 S 1001659 S 1.5¢4 197
Liabilities

Accounts payable $ 20,848 § 5279 S 27127

Checks drawn in excess of bank balance - 449250 449,250

Due to other funds - 153,527 153,527

Due to other governments 571,680 392.803 964,293
Total liabilities 3 592538 & 1001658 $§ 1.594.197
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CITY OF MUSKEGON HEIGHTS

DOWNTOWN DEVELOPMENT AUTHORITY
COMBINING BALANCE SHEET/STATEMENT OF NET ASSETS

DECEMBER 31, 2008

Debt Statement
General Service of
Fund Fund Totals Adjustments  Net Assets
Assets
Cash and pooled investments S 310480 % S 210480 % - 3 310.480
Property taxes receivable 120,810 - 120.810 120.910
Cue from other funds - 5,631 5631 {5.631} -
Due from other governments 104,698 - 104.638 - 104 595
Capital assets
Land - - - 294 635 294 535
Buildings - - - 753.835 753 835
Accumulated depreciation {214.305) i214.308;
Total assets 3 536,088 % 5631 8 541,719 828.534 1370253
Liabilities and fund balances
Liabilities
Accounts payable 8 14,726 8 338 8 15084 S - 15 064
Accrued liabilities 3,139 - 3139 5421 58.58C
Deferred revenue 177,655 177,555 - 177.555
Due to other funds 5.631 - 5.631 (5,631) -
Due to other governments 20,989 5,293 26.282 - 26,282
Noncurrent liabilities
Due within one year - - - 128,622 128622
Due in more than one year 388,716 388.716
Total liabilities 222,040 5631 227 .67 517,128 744 7499
Fund balances
Unreserved
Undesignated 314.048 214 048
Total fund balances 314,048 - 314.048
Total liabilities and fund balances 3 536,088 S 5631 3 541.719
Net assets
Investment in capital assets net of related debt 318 827
Unrestricted 308627
Total net assets 5 825 454

Governmental Fund Types
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CITY OF MUSKEGON HEIGHTS

DOWNTOWN DEVELOPMENT AUTHORITY
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES/STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2008

Governmental Fund Types

Debt Statement
General Service of
Fund Fund Totals Adjustments Net Assets
Revenues
Prope-ty taxes 3 367512 % -3 3E7 512 3% -5 367 212
Charges 51,640 - 51840 - 5 B4C
[1erast earnings 5,386 - 5386 - 5.385
Wisce.aneous 23,855 - 23,855 - 23.855
448 393 - 448 393 - 448 393
Expenditures
Curent
General governmeant 214,076 - 214 078 21,408 235 484
Dot Service
Frinc.pal 24204 85.000 106204 (109.204; -
Interast 8,626 38.219 44,845 (1.008) 43 83&
Total expenditures 246,806 121 216 268125 (88.802) 279323
Rewvenues over (under) expenditures 201 487 {12429, 50,268 88,802 ‘88070
Oteer financing sources (Uses)
Trarsfers in - 12+.2°¢G 121.21% - ‘21218
Trarsfers aat §{121.218) - i121.219) - 21,218
Tota other firancing sources (uses; {121.219) 121279 - - -
Net cnanges in fund balances 80.268 - 80 258 {80,268}
Crange in net assets 169,070 RGOTn
Fund balancesfnet assets, beginning of year 233780 - 233,780 222,604 458 354
Fund balances/net assets, end of year 3 314048 3 - 3 314048 3 311406 % B25 454
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Vredeveld Haefner LLC Douglas J. Vredeveld, CPA

CPA’s and Consulants (616} 446.7474
~0d Ciramads U1
Cirand Rapids, MIausig Peter S. HaEfner. CPA
FAX (616) 828-030" (616] 460-9388

(P15

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

September 3, 2006

Fonarable Mayor ard Membners of tnha Cy Courc
C ty of Muskegon Heights W.c~can

We have audited the accomparying “nancial statemerts of *he qover~meng

activities. the busiress-type
aClv tes. “he discretely presented comporent unt each ma z- furd a3 the aggregate rema ring furd
infermaton of the City of Muskeger Feignts Michigan, 2s ¢f a~d ‘cr the vea- ended December 31 2008

which coilectively comprise the C ty of Muskegon Heights' bas¢ fina~cwal s:atements and have issued aur
recort thereon dated September 2. 2209, ¥We conducted cur audir 1 accordance with auditing standards
generaly accepted in ‘he Urited States of America and the sia~ca-cs aoolicable to finane a. audits
centaned in Government Auaiiing Standards, sssued by the Comptolier Gereral of the Untted States.

internal Control Over Financial Reporting

Ir piarring and performing oo zudt we considered the City of Mus<eger Heights' interral cortrol ovar
finarcia: reporting as a basis “Cr cesgring ot auditing orocedures far tme purpose of expressing our
ceoinvors on the financia statements  tut not for the purpose of exoressing an opinion cr tre
effectiveness of the City of Muskegor Haights interral contra over finzrcal eporting. Accordingly. we dc
~ot express an opiron o the efectveness of the City of Muskegs~ Heghts interna’ cor'rc ove-
frarziai reporting.

Our consideration of internal controi cver financial reporting was for 2 limited purpose described r the
preceding paragraph and wou'd not necessarlly identify al' deficercies in nternal control over f:nancial
reporting that might be signicar: defciencies or material weaxnesses Fowever, as discussed beiow we
identified certain deficiences in rterna: contro! over firarcia: reporting trat we consider to be sigrifcant
deficisncies )

A centrol deficiency exists when (ne design or operation ©f a 2ar'ra aoes not aliow managemeart or
erpioyees, in the normal ccurse of performing their assigrez “urcrions. to prevent or detect
'mgs_tatements on a timely bas:s. A signif-cant deficiency is a contro: deficiency. or combination of contral
defciencies, that adverse'y affects te Cty of Muskegor Heigatg' ati'ty o initate, authorize. rezord
pracess. or report financial da‘a re:acly ir accsrdance with gereraliy accepted accounting principles such

tnat there 1s more than a remote I'ke.ncod that @ misstatemenrt of tre City of Muskeaan Heights finare

) - arZia,
stalemerts that is more thar imconsequential will not be creverted or detsctad by the Cty of Muskeqgo
—eignts internal control. We ccraicer the deficiencies cescrines the accompanyinb schar H; ~f

frdngs anc questioned costs as :te~s 2008-1 and 2008-2 <~ pe 2 ganificart deficiencies in ~ternal
corire' gver financial repoting ) o
A matenal weaknress is a s grifican: ceficiency, or compiraton of s:arifca~t deficiencies, that resy *s i
more than a remote likelinocd tvat a matenal misstaterent of tne fnancial statements wil ﬂo*yha.
prevented or detected by the City of Muskegon Heights' internal cartro; T
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Cur consideration of the intewmal contral cver firancial repotting was ‘c- the limited purpose described in
ke first paragraph of ths sectcr and woL € not necessarily de-~tfy 2| 2efciercies in the :nternal cortrol
rar might pe significant defcie~cies and accordingly. woule nct necessariy disclose all gqrifcant
de’ciencies that are also considered o o8 material weaknesses Howsver we consider the sigrificant
ae’ ziencies described above to oe matenzal weakresses

Compliance and Other Matters

As part of obtaining reascratle assurance about whetrer the City of Muskegon Heights financial
statements are free of matenal v sstatement we performed tests o its comp 1ance with certain pProvisicrs
of laws regulations. contracts and grant agreements, noncoTplarss wit™ which could have a direct ang
matenal effect on the aetermmnation of firarcial statemen: amourts. However, providing an og:rion on
cemepliance with those provisicrs was net an objective of our auait ard accordingly, we do not excress
sUCn an opinion. The resuts of our tests disclosed ar instance of nsncorpliance or other matters ‘nat
are required to be reportec Lnder Gavernment Auditing Standards and wheh are described in the
accompanying schedule of findings and questioned costs as item 2008-3

¥We noted certain matters that we recotted to management of the City of Muskegon Heights, in a serara‘e
letter dated September 3 220&

Tne Cty of Muskegon Hewghts' resoonse to the findirgs iden‘Fiea n gy- audit is described n the
accempanying schedule of find ngs a~d questicned costs. We ¢ig not acdit the City of Muskegen Haights
‘esparse and, accordingly. we express no ¢oinion on it, ;

This report is intended solely for the infcrmation and use of maragemer: City Council, and federal
awaraing agencies and pass-tnreugh entites and is not intended to he ang snould not be used by anvere
cther than these specified parlies S

Chacdorwled Heprnon L
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

September 3, 2008

Honorable Mayor and Members ¢f the City Council
City of Muskegon Heights. M:ch gan

Compliance

We nave audited the complarce of tfe City of Muskegen Feights M chgan with the types of compiiance
requirements described in the U. § Off ce of Management ard Budge! :OMB; Crrcular A-133 Comgliance
Supplement that are applicable to each of its major federal orograms “o- the year ended Decemzer 21
2008. The City of Muskegon Heights major federal programs are icent“ed 1n the summary of auditer s
results section of the accempanymng schedule of findings ard guestoned costs. Compliance wth the
requirements of laws. regulatons. contracts, and grants acplczble 1o each of ts major federal programs
is the responsibility of the Cry of Muskegon Heights' management. Our responsibility is to express an
optrion on the City of Muskegon He gis compiiance based on our audt

We conducted our audt of ccmoiance n accordance with audirg s'a-dards genrerally accented r tha
United States of America the stancards aoplcable to francz auats cartaned in Government Luditing
Standards, issued by the Cermpt-oiler General of the Uared States a~d OMB Cercular A-132 Audts of
States. Loca. Governments ard No~-Proft Organizations  Those starcards ard OMB Circllar £-133
recuire tnat we plan anc perform t~e audit to abtain reasonab & assurarce aboyt whether nonconphance
witn the types of compliance requrements referred o above that could have a direct and matera’ effact
or a major federal program occurred Arn audit includes examining. on a test basis, evidence about ‘he
City of Muskegon Heights' ccrpl arce with those requirements and pe~forming such other procedures as
we considered necessary in tre circumstances. We believe that our audit provides a reasonable basis for
our opinion. Qur audit does not provide a legal determirater on the City of Muskegon Heights
compliance with those requiremren:s.

In gur opinion, the City of Muskegon Heights. complied. in al —ratera respects with the reaurements
referred to above that are applicaple to ts major federal program for *he year ended December 31, 2008
However, the results of our auditng procedures disclosed an nstarce of noncompliance with those
requiremrents. that is recuired to be reported in accordance wth O Circular A-133 and whobk s
described in the accompanying screa.le of findings anc questicred costs as item 2008-4.

Internal Control Over Compliance

The management of the City of Muskegon Heights is responstle for establishing and mair‘aning
effect:ve internal control over comzlance wih the requirements o laws. raguiatons, contracts. and q-'ar-‘.;
appicabie to federal programs. In plann ng and performing our avdt we cons dered the City of Mus?ecm
Heights :nternal control over compliarge with requirements tha! soulc nave a direct and materia! effect ~n
a majer federal program n orger to determine our auditing procedures for tha ourpose of expressng o -
cpinion en compiiance. but not for tne purpose of expressing an opinion on the effectiveness of interna:
centrol over compliance. Accordingly we do not express an apiron cr the effectiveness of the City's
‘nternal control over compliznce.
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OJ- consideration of internal contre over compliance was for the "mited purpose described n the
orececing paragraph and wolld not necessarily identify al ceficienc es ir the entty's internal conte that
mignt be significant deficiencies or ratenal weaknesses as def ned be-ow However, as discussed be.ow
we identified certain deficiercies 1 nternal conatrol over comolance that we consider to be signficar:
defic encies

A controi deficiency in an entity's imternal control over compliance exists when *he design or operat an ¢f
a controt does not allow management or employees. in the aorma. course of performing their ass cned
functions, to prevent or detect noncorrpliance with a type of comoliance requirement of a federa’ zrogram
on a tmely basis. A significart deficercy is a control deficiersy or coroination of contro! deficiencies
that adversely affects the entity's atlity to admunister a federa prog-am s.ch that there is more than a
remote likelihood that noncompliance with a type of compliarce requirement of a federa| program nat g
more than inconsequential wit not be prevented or detected by tne erity’'s irterna: contral. We corsider
the def ciency in internal control over compliance described in tre accomeany ng schedule of firgings arnd
questicned costs as item 2008-4 10 be a s:gnificant deficiency

more than a remcte Ikelitood trat material noncompl ance witn 3 tyZe o compiance reguirerent of g
federa’ program will not pe preve~ted or detected by the ertiy's 1merral control. We consider the
significant deficiency described above to be a material weakress.

A materiat weakness 1s a signif cant ceficiency. or combinatsr <% 5 37*cant deficiencies that resalis

The City of Muskegon Heights' respense to the findings icentfied 1 our audit is described n tne
accompanying schedule of findirgs ana questioned costs We did rot a.dit the City of Muskegor Heights’
respense and, accordingly. we express no opinion on it

This report is irjtended solely for *he mf_ormation and use ¢f management, City Council. and fedara’
awarding agencies and pass-tnrough entities and is not iIr‘enced to ce arc should not be used by anyone
ctner than these specified parties

Ul s £37
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CITY OF MUSKEGON HEIGHTS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2008

SECTION | - SUMMARY OF AUDITORS' RESULTS
Financial Statements
Tyoe of auditors' report 1ssued
Imterral coqtrols over financial reporting
Maena- weaknesses identified”?
Reportable conditions identified nct cens.dered to be material weaknesses?
Noncompuance material to financ:al statements noted?
Federal Awards
irterna: contral over major programs
Material weaknesses identified?
Recorable conditions identified not cansidered to be material weaknesses?

Type of auditors’ report issued on comgliarce for major programs

Any audit findings disclosed that are required to be reported in acgordance
Wwith Gircular A-133. section 51Cia:7

tdentification of Major Programs

CFDA Nurnber{s!

14.218

Do arthreshold used to distinguish between Tyoe A and B programs”?
Audree qualified as low-risk auditee?
SECTION If - FINANCIAL STATEMENT FINDINGS

20C8-1

Ungaalified on basic financial

statements
X yes no
yes X none repores
yes X ne
X ves no
yes X nong "escnec
JUngualified
yes X no

Name of Federal Program gr Cluster

Community Development Block Grant

5300C.000

yas X no

Conditions: The City staff has not recordea all entries necessary to prepare fund basis financial statements or the
government-wide financial statements in accordance with generally accepted accounting principles.

E4ect: Auditing standards require that the inability to prepare financia! statements in accordance with generally

accepted accounting principles be revorted as a material weakness.

Recommendation: The City's system of control should be modified so that general ledger balances are reviewed
and acjusted periodically to reflect balances in accordance with generally accepted accounting principles.

Management corrective action’ Additiznal staff has been added to the Finance Department 5o that the Finance
Director has sufficient time 1o accoL~: fo- tre City's finances in accordance with gererally accepted accounting

pracples.
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CITY OF MUSKEGON HEIGHTS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2008

SECTION I - FINANCGIAL STATEMENT FINDINGS {continued)
2008.2

Conditions; The City doas not have a progess in place to prepare pank ard irvestment account reconciliations in &
timaly maner.

Effect. Accurate City financial informatior is rot always available in a tmely manner

Recammendation: The City should develoo a process to provide timely recarciliation of bank and investment
account balances.

Maragement corrective action Management nas made additicnal humar rescurces available to provide for timely
-eccraialtion of investment and nank account balances.

Z0C8-3
Caonadions: The City is not always rarrtiing the employer and employee components of payroll costs to applicable
governmental agencies and beneft providers in @ timely manner.

Effect The City is not always meeting *he payment requirements of various laws ard benrefits agreements.

Recommendation: The City should cevelop ard implement a plan to provide suffizent -esources to allow for tme v
remrittance of employar and emp'oyee payrcll costs.

Maragement corrective action Tne C ty wiii make necessary program charges tc alicw for timely remittnace of
employer and employee payroli costs

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
20708-4
Conditions: The City's policy to document program compliance and interna’ cortrais over programs is not alwavs
funciioning as designed. Specifically contracts are not atways properly signea by a | partes.

Effects: Complance with program and City poicy is not always oceuring.

Recommendation: The City should deve.op and process to assure that all cocumentaticn is complete before
allowing project to commence.

tanagement corrective action: The City will develop a process to assure that all doczumentation 1s completed and
sefore allowing projects to cammence

SECTION IV - SUMMARY OF PRIOR AUDIT FINDINGS

Nore noted
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(PAS

Septemnber 3 2C0¢

Hanorable Mayor and Membzers of the City Council
City of Muskegon Heights I chigan

\We nave audited the fnarcial statements of the goverrmenia: aciviies, the busness-tyoe
activities, the aggregate discretely presented comporent uUrts each major fund arc '__.he
aggregate remaining fund nfcrmation of Muskegon Hewghts Komgar _fo_r the year ended
December 31, 2008. Professional standards require trat we orovide you with information abe.t
our responsibilities under generally accepted audiing stancards ard. Government Audting
Standards, as well as certan .nformation reiated to the planned scepe and timing of our aucit. We
have communicated such imforration in our letter to you gatec March 23, 2008 Pro‘essiora
standards also require that we ccmmunicate to you the fol.ewing nformat:on related to our aud:

Significant Audit Findings

Qualitative Aspects of Acccunting Practices

Management is responsible for the selection and use o’ aporsoriate accounting polces In
accordance with the termms of our engagement letier we wi advise management apcu! the
appropriateness of accounung poiicies and their applicaton The sigrificant accounting toicies
used by the City of Muskegon Hetgnts are described 11 Note 1 to the financial statements.
Governmentai  Accounting  Stancards Board (GASB} statements related to Other Post
Employment Benefits (OPEB; were mplemented during the year wnich resufted in additional rote
gisclosure and a liablity being reported on the financai statements for unfunded aciuariai
determined contribution requirements. Application of ex'stirg poiicies was not changed during tne
year We noted no transactions entered into by the City of Muskegon Heights during the year for
which there is a lack of autnoritatve guidance or consensus There are nc significant transactiors
that have been recognized in the financial statemer:s 'n a different period than wher the
transaction cccurred.

Accounting estimates are an integral part of the financial staterrenrts prepared by managemer:
and are based on maragement s krowledge ana experence abclt past and current everts and
assumptions about future events. Certain accounting estimates are particu'arly sensitve because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expectec Tne most sensitive estimates
affecting the financia: statements are:

Useful lives of capital assets. the allowance for uncollecthle accounts receivable.

and the valuation of the pensicn and other post requrremrent benefit plans and
obligations.

Management's estimate of the useful lives and unco ect ole gcoounr's is based
on previous histcry ana tvg estimate of pens on ana cther post retirement benefit
plan obligations are basea on an actuariai valuat cr of tne plans. We evaluated
the key factors and assumptions used to develop the estimates in determining
that they are reasonable in relation to the financial statements taken as a whole,
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Difficulties Encountered in Performing the Audit

We encountered significar’ delays in the timing of the anrua’ audt anc receipt of necessary audit
data We encountered nc sgrificant affcuties in ¢ealng with management in performing and

completing our audit
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all krown and lkely misstatements 'ce~ified
during the audit. other than those that are trivial, and commun cate them to the appropnate leve
of management. Management nas corrected all such missiaterents. We identified a iengtny
listing of proposed agustments ait of which were recoraec by the Cty of Muskegon Heights. In
our judgment, the adjiustments we proposed indicate matters thal nave a significant effect cn the
City of Muskegon Heights' financ'al reporting process. The adjustments were recorded to adjus:
the financial statements to be presented in accordance with generally accepted accounting
principals.

Disagreements with Management

financial accounting. reporing. or aldiing matter. whather or not "escwec to our satisfaction. tat
could e significant to the financai statements or the auditors ~eport \We are pleased to rencr!
‘hat no such disagreements arcse auring the course of our avait

Far purposes of this letter. pro‘essicra: stancards define a ¢ sagreement with managemert as a

Management Representaticns

We have requested cerlan revresentations from management that are incliuded 0 the
management representation letter dated September 3, 2009,

Management Consulftations with Other Independent Accountants

In some cases, management may decide to consult with ather accountants about auditing and
accounting matters. similar to obtaining a “second opinion’ on certain situations. If a conscultation
involves application of an accountng principle to the Organzarons firancial statements ¢+ a
determination of the type of audtar's opinion that may te exorassed on those statements. our
professional standaras recuire :he consulting accountant to chack witn us to determine that ke
consultant has all the relevant facis. Tc our knowledge trere were no such consultatiors witn
cther accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the appiicatior of accounting princinles and
auditing standards, with management each year prior o retention as the City of Muskegon
Height's auditors. However, these discussions occurred in the normal course of our professionra.
relationship and our responses were not a condition to cur retenticn.

We also noted the foliowing items:

Bank and investment account consolidation

During our audit we noted numerous bank accounts were being Ltlized to account for tne
resaurces of the various funds and activities of the City. Trus process resuits in multiple
Internai balances between funds which complicates accountng for. and reconciliation of
internal baiances between funds and necessitates performance of multiple monthiy bank
reconciltations. We suggest that the City consider pooling cash ang investment balances
between funds to the exten: allowabie under state requirements to minimize the number of



bank and investment accourts. number of monthly reconcii ators. and the amount of time
expended on accounting for these balances.

Audit adjustments

During our audit we ncted that numerous significant adjustments w0 the City general ledge-
balances were necessary to corrpile accurate year-enc firarcial statements. We believe
hat modification of the City's cuarrent internal cortrei process to require periodic
reconciliation of general .edger account balances and morih'y revew and reporting of City
vudget and actual information by appropriate leve! staff weula resclt in more timety
identification of errors and process bottlenecks.

Form 1099’s

It appears the City was ro’ cbiaining a Form W-9 or complelirg a related form 109% fo- al
required vendors. In our review of the vendor list, we coserved many vendors that may requrre a
Form 1099. We recommenc the QOrganization review the complete vencor list and request the
appropriate information from the to determine if a 1089 is required

Payroll Controls

Payroll is prepared interrally after approval of timesheets takes place. We noted however that
once timesheets are approved. there 1s no further review of pay-o!l 1t s prepared and processed
by a single individual with payroll checks signed via a sigrature stamp by an assistant  We
recommend a management ievel individual review and approve ‘he completed payroll pror to
Issuance of payroli checks.

Signature stamps

While the use of signature stamps is convenient for those respenstble for signing checks. it ‘s
imperative that the stamps be properly safeguarded. During our aLdit we noted the Cuity's palicy
13 to keep the stamps in the safe at all times, however we noted the stamps were occasionally
kept in a desk. We recemmend a re-emphasis on keeping s graiures stamps in the safe a* 3
times other than when in use

income tax receipts

Income tax receipts are received and posted to the income tax system by the income tax clerk
The receipts are then giver to tne accounting clerk wno posts the receipts individually tc the
City's accounting system ard prepares the bank depesit We noted there is never g Cross check
between these two systems to assure the same amount is being posted to each system. We
recommend producing a recespt report from the income tax system at least weekly for comparison
to the balance of income tax posted to the general ledger

Internal communications

During the course of the audit. we make inquiries of various department heads to help us assess
our audit risk. We noted not ai cepartment heads were awa‘e of the steps and programs 17 p:ace
to prevent and detect fraud. Ve recommend the related control grocedures be reviewed 'a' Ern
appropriate staff meeting and trat the department hbeads commuricate the same informa‘rio-:w jd
therr staff to continually erphasize the importance of these programs and standards. o

Income tax enforcement
Through our ob_ser_v_ation of controls, we noted the process far enforcement of incame tax
payments are significantly behind. The 2007 taxes in the enforcement process, which are

received during 2008, had not yet been sent a final demand ‘or payment notice. We recommmenrd
steps be taken to follow the City ordinance i the income tax enforcement process.



Adjusting Journal Entries

Throughout the course of eacn year many accounts are adiustea Lsing general jaurral entrigs
proverly reflect the activity cf tre City During our tesung o these icurnal entries, we id 10t
observe any ewvidence that tney were approved Dy sOomeore othe- tnan the origina! prepare- ¢f
the entry. A good system of cont-ols should include review ana azproval of all adjusting journal
antries 1o prevent managemesnt frem overnding internal cortrol

This information is ntended solely for the use of the Councii anc management of the City of
Muskegon Heights, Michigar. and :s not intended tc 2e anc shouid not be used by anycre otner
than these specfieo parties.

Sircerely

Chadooweld Hagppmor LY





